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Financial Highlights 


(in thousands of Canadian dollars, except per share amounts) 


Sales $68,449 $84,308 $70,043 $73,722 $82,638 


Gross Profit 17,616 27,201 20,781 23.3730) See ee | 
Income Before Income Taxes 1,063 9,481 3,939 5,582 4,169 
Net Income (394) 5,593 5,268 . 3,632 ns es ne 3,457 
EBITA 8,830 17,694 11,767 14,722 13,588 
Debt To Equity Ratio 0.15:1 0.33:1 O6h aa 0.68:1 8 Doe 
Interest Expense Coverage Ratio 19.71 19.62 6.85 7.05 4.39 


Working Capital $20,121 $25,633 $28,680 $23,904 $24,235 


Total assets 59,568 68,485 71,942 65,368 - Reese 
Total liabilities 15,668 24,437 33,602 32,338 36,169 
Shareholder’s equity 43,900 44,048 38,340 33,030. seo 
Working Capital Ratio Dele 4.7:1 4.8:1 3.4:1 Site 


Annual Meeting 


The Annual Meeting of the Shareholders of the Company will be held on May 26, 2004, at 10:00 a.m., at the Marriott Courtyard (Toronto Airport), 231 
Carlingview Drive, Toronto, Ontario, MIW 5E8 


Annual Report 


Additional copies of the 2003 Annual Report, maybe obtained from the Vice-president, Finance, Norwall Group Inc., 1055 Clark Blvd., Brampton, Ontario, 
L6T 3W4 


President’s Message 


2003 was extremely challenging for the Corporation. Sales totalled $68.4 
million, a decrease of 18.9% or $15.8 million, compared to sales of $84.3 
million in 2002. There were two significant events which impacted our sales 
and earnings; first, an estimated 12% decline in the residential wallcovering 
industry in North America; and second, the dramatic devaluation of the 
U.S. dollar, the currency in which 89% of the Corporation’s sales are recog- 
nized. The decline of $15.8 million in sales reflects an actual sales decline of 
$8.9 million or 10.7%, and a one time initial sale in 2002 of $3.0 million or 
3.6%. The impact of foreign|2xchange of $6.4 million was offset by a foreign 
exchange hedging of $2.5 million. The sales decline resulted from a large 
reduction in contract printing and regular distribution network. On a posi- 
tive note, mass merchants such as Lowe’s, Sherwin-Williams and Wal-Mart 
showed an increase year over year. 


In light of this decline in sales the Corporation proactively reduced adminis- 
trative expenses and realigned manufacturing operations. Additionally dur- 
ing the year accounts receivable and inventory were lowered and reduced 
our debt by $8.2 million, thus significantly strengthening the balance sheet. 
The reduction in debt resulted in interest savings of $.5 million. 


[> Pragie 0:2 


We are continuing to follow our strategy of focusing on mass merchants by 
pursuing new opportunities and adding to their product variety. The bank- 
ruptcy of North America’s largest residential wallcovering company in 
December 2003 will afford Norwall the opportunity to aggressively pursue 
additional sales with a view to increasing market share in 2004. The 
Corporation continues to fight a winning battle under very difficult market 
conditions. 


pened) filer 


JAMES J. PATTON 


Vice-Chairman, 
President and Chief Executive Officer 
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Management's Discussion and Analysis 


(all amounts are in millions of Canadian dollars unless otherwise stated) 


The following Management’s Discussion and Analysis (“MD & A”) provides 
a review of important events, the results of operations of Norwall Group Inc. 
(“Norwall” or the “Corporation”) for the year ended December 27, 2003, in 
comparison with those of the year ended December 28, 2002 and a review of 
the financial position of Norwall as at December 27, 2003. This MD & A 
should be read in conjunction with Norwall’s audited financial statements 
for the year ended December 27, 2003 and accompanying notes. 


This MD & A contains forward looking statements that reflect Norwall’s 
current expectations Concerning future results and events. These forward 
looking statements can be identified by the use of statements that include 
the phrases such as “believed”, “expected”, “anticipate”, “intend”, “foresee”, 
“likely”, “will? or other similar words or phrases. These forward looking 
statements involve certain risks and uncertainties, which could cause actual 
results to differ materially from future results expressed or inferred by such 
forward looking statements. Important factors that would affect those state- 
ments include, without limitation, those risks and uncertainties listed under 
the heading “Risk Management” below. Norwall considers the assumptions 
on which forward looking statements are based to be reasonable at the time 
they were prepared, but cautions the reader that these assumptions regarding 
future events, many of which are beyond the control of Norwall, may ulti- 
mately prove to be incorrect. In addition, Norwall does not assume any obli- 
gation to publicly update any previously issued forward looking statements. 


Norwall is one of North America’s largest manufacturers and distributors of 
quality residential wallpaper and borders. The Corporation sells vinyl-coated 


wallcoverings to retailers and distributors at retail price points in the low-to- 
mid market range. 


The global residential wallcovering industry continues to experience double- 
digit market declines in sales, and the trend appears to be continuing in 
2004. During this time frame Norwall continues to utilize its manufacturing 
expertise coupled with innovative studio productions to develop strategies to 
combat this market condition. 


It is estimated that the U.S. wallcovering sector declined by 3% in the 
fourth quarter and by 12% for all of 2003. This decline was reflected in 
Norwall’s recent sales performance. The decline was further exacerbated by 


the negative effect of the strengthening in value of the Canadian relative to 
the United States dollar. 


The loss in the fourth quarter was only slightly worse than the same quarter 
in 2002. This was despite the fact that sales declined by 21.5% to $13.5 mil- 
lion for 2003, from $17.2 million in 2002. 


There are three significant factors in the sales decreasing by $15.9 million or 
18.9% to $68.4 million in 2003 in comparison to $84.3 million in 2002. 


Those factors are as follows: 


¢ Continued decline in the wallcovering industry lead to a decrease 
of 10.7% or $8.9 million year over year. This decline was due 
primarily to decreased volume from private label sales, mass merchants 
and our distributors. 


e Appreciation of the Canadian dollar compared to the U.S. dollar lead 
to a decline of approximately $3.9 million or 4.7%. The impact of 
foreign exchange on sales was mitigated by the prudent use of foreign 


exchange forward contracts, which acted as a hedge on a portion of 
the Corporation’s U.S. dollar sales earned in Canada and benefited 
the Corporation by $2.4 million. The average rate used to translate 
Norwall’s U.S. dollar sales and expenses to Canadian for the year 
was $1.4778, representing a 6.0% reduction from the rate of $1.5724 
in 2002. 


¢ In 2002 there was a one time initial sale to a mass merchant totaling 


$3.0 million dollars. 


Selected Financial Information 


(in millions of dollars, except per share amounts) 


68.4 


Sales 
ors ; Gross profit 17.6 
Gross profit as a percentage of sales 25.7% 
pete Administrative, selling and warehousing 14.8 
Severance and termination payments (0.3) 
Income from operations ES) 
Foreign exchange (loss) gain (1.0) 
Interest expense (0.4) 
Income before taxes itil 
Provision for (recovery) of income taxes 15 
Net income (loss) for the year (0.4) 
Basic Earnings (loss) per share (0.06) 
EBITDA” 8.8 
Debt 6.5 
Total assets 59.6 
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The breakdown of sales by currency and by geography was as follows: 


United States 


Canada 6.2 9 8.2 10 
Other iil Pp iS} 1 
68.4 84.3 


This table indicates that our principal currency is U.S. dollars and the prin- 
cipal source of sales was the United States. The U.S. market is principally 
driven by mass merchants and our own direct distribution. 


84.3 70.0 82.6 
Dice 20.8 13.4 25.5 
32.3% 29.7% 31.8% 30.9% 
16.6 15.8 Io) ite 
10.6 DO (5) 7.8 
(0.2) 0.6 0.2 (0.5) 
(0.9) (1.7) (2.1) (3.1) 
25) 39 5.6 4.2 
3) (1.3) 2.0 0.7 
5.6 Sy) 326 HS) 
0.88 0.83 0.58 0.55 
ise 11.8 ee 13.6 
14.7 23},5) JUL) LUA 
68.8 Hi 65.4 65.5 


‘Unaudited. See “Earnings Before Interest, Taxes, Depreciation and Amortization” 


> 2003 the Corporation reclassified cylinder engraving costs to property, plant and equipment and related amortization. 


Accordingly, the 2003 amounts have been increased $1.6 million (2002 - $1.7, 2001 - $0.9, 2000 — $1.3, 1999 - $0.8) dollars respectively. 
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Selected Quarterly Financial Information (unaudited) 


(in millions of dollars except per share amounts) 


peohons ai ana 


Gross profit 6.6 10.2 ; 
Net income (loss) ial 43 (ie) (1.2) 
Working capital (1.0) oul 3) LY 
EBITDA 40 7.9 0.5 2.6 
Basic Earnings (loss) per share OL 0.68 (0.20) (0.18) 
Diluted earnings (loss) per share On 0.67 (0.20) (0.18) 
Total assets 73.0 ae 59.6 68.8 


Gross PROFIT 

Consolidated gross profit declined to $17.6 million (25.7%) from $27.2 mil- 
lion (32.2%) in 2002, or $9.6 million. As the Corporation’s manufacturing 
costs are incurred in Canadian dollars and sales made are primarily in U.S. 
dollars, a strengthening Canadian dollar has a material impact on sales and 
profitability. Approximately $2.2 million of this decline is directly attributa- 
ble to the strengthening of the Canadian dollar. The balance of the decline 
is due to reduced volume, which impacted upon both the gross margin and 
plant utilization. 


OPERATING EXPENSES 

Operating expenses declined to $14.8 million from $16.6 million in 2002, a 
decrease of $1.8 million, or 10.8%. Operating expenses as a percent of sales 
were 21.6% versus 19.7% in 2002. The depreciation of the U.S. dollar had 
the effect of reducing U.S. dollar expenses by $0.9 million. The reduction in 
actual operating expenses is net of measures taken to reduce expenses. If soft 
market conditions continue, the Corporation will consider further aggressive 
cost reductions in 2004. 


INTEREST EXPENSE 


Interest declined by $0.5 million from 2002. The decline can be attributable 
to aggressive cash management which led to a reduction of debt of $8.2 mil- 


lion in 2003 as well as lower interest costs under a new banking agreement 
which was put in place in April of 2003. 


FOREIGN EXCHANGE 

The foreign exchange loss increased to $1 million from $0.2 million in 2002. 
The foreign exchange loss resulted on translation of the Corporation’s U.S. 
dollar monetary assets and monetary liabilities. Approximately $0.4 million 
of this loss was attributable to the strengthening of the Canadian dollar and 
its impact on the future tax asset. 


EARNINGS BEFORE INTEREST, TAXES, DEPRECIATION AND 
AMORTIZATION (“EBITDA”) 

EBITDA is presented because management believes that it is a widely used 
financial indicator of the Corporation’s ability to service debt. EBITDA is 
not a recognized measure under Canadian generally accepted accounting 
principles (“GAAP”) and should not be considered as an alternative to net 
earnings, consolidated cash flow from operations or any other measure of 
performance required by GAAP or as an indicator of the Corporation’s oper- 
ating performance. The Corporation’s method of calculating EBITDA may 
differ from other companies and accordingly, the Corporation’s EBITDA 
may not be comparable to measures used by other companies. EBITDA in 
2003 was $8.8 million compared to $17.7 million in 2002. This decline is 


attributable to the bottom line impact of the strengthening of the Canadian 
dollar of $1.3 million and the net effect of the decline in sales. For the 12 
months ended December 27, 2003 and December 28, 2002, EBITDA was 


comprised of the following components: 


Net income (loss) for the year 5.6 
Amortization : i) 

Interest ; 0.9 

Income taxes 15) 3.9 

EBITDA 8.8 We 


INCOME BEFORE INCOME TAXES 


Income before income taxes decreased to $1.1 million from $9.5 million in 
2002, primarily due to lower sales, gross margins and the net impact of the 
strengthening of the Canadian dollar. 


INCOME TAXES 

The Corporation’s income tax expense was $1.5 million for the year ended 
December 27, 2003 as compared to $3.9 million in the prior year. Based on 
combined statutory tax rates in Canada (of approximately 34%), expected 
tax expense would have been $0.4 million on income before tax of $1.1 mil- 
lion. Income tax expense of $1.5 million was higher than income before tax 
of $1.1 million because of non-deductible expenses and the cumulative 
impact of higher tax rates. Foreign currency translation losses, which were 
non-deductible, and higher foreign tax rates resulted in additional income 
tax expense of $0.6 million. The provincial government in Ontario reversed 
previously announced tax reductions resulting in a cumulative adjustment 
that increased future tax expense by $0.4 million. 


Net INCOME 

For the first time since 1997 there was a loss of ($0.4 million), as compared 
to net income of $5.6 million in 2002. The majority of this change can be 
accounted for by a reduction in gross margin of $9.6 million. Of this $9.6 
million the strengthening of the Canadian dollar had a net negative impact 
of $2.2 million, and the lower sales led to a reduction in gross margin of $7.4 
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million (net of foreign exchange impact). Moreover, this reduction in gross 
margin was partially offset by lower operating expenses of $1.8 million, while 
the remaining difference was a result of interest and taxes. 


EARNINGS/(Loss) PER SHARE 

Earnings/(loss) per share was a loss of ($0.06) per share compared to earnings 
of $0.88 per share in 2002. On a diluted basis this would be ($0.06) per share 
compared to $0.86 per share in 2002. 


CasH FLOW FROM OPERATIONS 

Cash flow from operations decreased to $13.0 million as compared to $15.7 
million in 2002. The decline resulted primarily from a weakening in earnings 
which was partially offset by the change in working capital. 


Management anticipates that cash flow from operations this year will provide 
sufficient liquidity for anticipated operations and investments in working 
capital and capital assets. 


ASSET MANAGEMENT 

The Corporation’s current assets declined by $7.8 million to $25.0 million 
for 2003 as compared to $32.8 million in 2002. As a result of the 
Corporation focusing its efforts, an $8.1 million reduction of accounts receiv- 
able and inventory was achieved. 


e The reduction in accounts receivable was the result of the 
combination of aggressive cash management of $2.8 million, 
foreign exchange of $1.6 million and additional program support 
funds in the amount of $1.1 million. 


e The reduction in inventory was primarily a result of the Corporation’s 
efforts to reduce inventory levels in line with expected sales 


The Corporation changed its estimate of the useful life of cylinder engraving 
from one year to three years. The Corporation now amortizes cylinder 
engraving costs over a three year period which more reasonably reflects the 
lives of the products related to these cylinder engravings. Consequently these 
cylinder engraving costs are classified as property, plant and equipment 
where previously they were classed as prepaid expenses. The December 27, 
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2003 property, plant and equipment balance includes cylinder engraving 
costs in the amount of $2.9 million. The 2002 year end cylinder engraving 
costs balance of $2.5 million has been reclassified to property, plant and 
equipment for comparative purposes. 


Capital asset additions for the year were $3.1 million or 22.8% lower than 
the previous year. The decrease was attributable to lower expenditures on 
plant and equipment. 


Investment in customer merchandising programs relate to marketing materi- 
als provided to customers. Expenditures in 2003 were $2.9 million, repre- 
senting basically no change from the previous year. 


In accordance with Canadian generally accepted accounting principles, 
goodwill is no longer amortized and will only be decreased if it has been 
determined that there is an impairment in value. Management believes that 
the goodwill recorded at year end is not impaired. 


BANK DEBT AND LIQUIDITY 


Commencing April 2003, Norwall entered into a three year agreement - $20 
million Canadian — formula based, committed revolving facility with a 
Canadian chartered bank which replaced the previous banking agreement 
the Corporation had with another Canadian chartered bank. Under this new 
agreement, Norwall pledged as collateral the accounts receivable and inven- 
tory, leaving fixed assets unencumbered for the first time since the 
Corporation went public in 1993. This achievement reflects the significant 
advances made by the Corporation to strengthen its balance sheet. 


The revolving line of credit is open to repayment without penalty and is due 


in April of 2006. 


Under the new facility the Corporation has the option to borrow in either 
U.S. or Canadian dollars. Interest rates under this agreement for the bal- 
ance of the term are at U.S. prime less 0.75% for U.S. dollar denominated 
loans and at Canadian prime for Canadian dollar denominated loans. 


Since the new facility is a three year agreement, Norwall’s balance sheet 
reflects the bank indebtedness as a long term liability. 


Financial Condition and Liquidity 


Debt (in millions $) 6.489 14.736 
Debt to Equity 0.1478X  —0.3345X 
Debt to EBITDA 0.7349X 0.8328X 
Interest coverage (EBITDA to interest expense) 19.71X 19.62X 
Debt is defined as the current portion of long term debt plus long term debt. 


Risk MANAGEMENT 


The Corporation strives to manage certain risks in the normal course of its 
business as noted below: 


A. Fluctuations in foreign exchange rates 


As the Corporation has U.S. based operations and reports in Canadian 
dollars, it is exposed to foreign exchange fluctuations. Consistent with 
prior years, Norwall regularly reviews the foreign exchange markets with 
a view to protecting the Corporation from the risk of exchange rate fluc- 
tuations. Norwall has committed to contracts of USD $11 million at an 
average rate of $1.4414, with expiry dates through to June 2004. The 
purpose of these forward contracts is to fix the exchange rate on a por- 
tion of U.S. dollar denominated sales of the Canadian operation. 


B. Dependency on Major Customers Based In the U.S. Marketplace 
The Corporation generated 89% of its annual sales in 2003 in the 
United States, thereby placing great reliance upon the state of the U.S. 
economy. In light of the current geopolitical unrest and the economic 
uncertainty, the North American market outlook is cautious at best. 

Any significant economic event involving the United States could have 
a material impact on the Corporation’s results in 2004. Norwall has three 
customers that as a group accounted for more than 45% of the 
Corporation’s consolidated sales. 


C. Commodity Prices 
There have been no significant changes in the price of paper and man- 
agement does not expect any material changes in 2004. However any 
material change in paper prices will have a material impact on the gross 
margins of the Corporation. 


D. Environmental Risk 
The Corporation’s only manufacturing facility is located in the province 
of Ontario, Canada. Management is aware of current environmental leg- 
islation and ensures that operations comply with applicable regulations. 
The Corporation’s capital budget provides funding deemed by manage- 
ment to be sufficient to meet regulatory requirements. However there is 
no assurance that such funding will be sufficient for these purposes. 


NEw ACCOUNTING STANDARDS 

For Norwall's 2004 fiscal year, new rules relating to hedge accounting will 
become effective. These rules set out the conditions that must be met in 
order to apply hedge accounting. Any derivative financial instrument that 
does not qualify for hedge accounting will be accounted for on a mark-to- 
market basis. The impact of not applying hedge accounting is that gains or 
losses on a derivative financial instrument that is marked-to-market may not 
be recorded in the same accounting period as gains or losses on the hedged 
item. The Corporation expects to adopt hedge accounting under the new 
rules with respect to its foreign exchange forward contracts. 


New standards dealing with Canadian generally accepted accounting princi- 
ples ('GAAP"), financial statement presentation and revenue recognition 
will also be adopted in fiscal 2004. Under the new rules, "industry practice" 
no longer has a role in establishing GAAP. The revenue recognition rules 
harmonize Canadian GAAP with practice in the United States. The 
Corporation is currently reviewing the impact of these new rules on its 
financial reporting, however, it currently expects to make certain reclassifica- 
tion adjustments to revenue, cost of sales and administrative, selling and 


warehousing expenses. 
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OUTLOOK 

Demand for the Corporation’s products is affected by general economic con- 
ditions influencing the level of consumer confidence. Reduced consumer 
spending on home improvements and a risk of higher interest rate and 
changes in new housing starts can have a material impact on the 
Corporation’s bottom line. In addition, the demographic trends, such as the 
increasing age of the largest segment of the population, will also influence 
the market for the Corporation’s products. 


The Corporation expects the residential wallcovering industry in North 
America to continue to restructure, rationalize and consolidate. Norwall is 
confident that it is strategically positioned to take advantage of market 
opportunities as they occur. 


The Corporation will continue its strategy of focusing on the mass merchant 
market where growth opportunities exist to expand market share. The corpo- 
ration will also seek new opportunities as a result of its strong balance sheet. 

The Corporation will continue to focus on cost containment. 
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Management's Responsibility for Financial Reporting 


Management is responsible for preparing the accompanying consolidated 
financial statements and for assessing their objectivity and integrity. 


Management believes that the consolidated financial statements have been 
prepared in accordance with Canadian generally accepted accounting principles 
and fairly report the Corporation's financial position and results of operations. 


The consolidated financial statements include amounts that are based upon 
estimates and judgements which management believes are reasonable under 
the circumstances. The consolidated financial statements have been audited 
by PricewaterhouseCoopers LLP in accordance with Canadian generally 
accepted auditing standards, providing independent verification of manage- 
ment’s presentation of the Corporation’s financial position. Management has 
established the necessary system of internal controls designed to ensure that 
transactions are authorized, assets are safeguarded, and proper records are 
maintained. Norwall has an Audit Committee of which a majority of the 
members are neither officers nor employees of the Corporation. The 
Committee meets each quarter and has full and unrestricted access to the 
Corporation’s auditors to ensure the integrity of management's financial 
reporting and adequacy of system of internal controls. 


} tele 


JAMES J. PATTON 
Vice-Chairman, 
President and Chief Executive Officer 


EDWARD DIOCHON 
Vice President Finance 
and Treasurer 


Auditors’ Report 


We have audited the consolidated balance sheets of Norwall Group Inc. as 
at December 27, 2003 and December 28, 2002 and the consolidated state- 
ments of operations and retained earnings and cash flows for the years then 
ended. These financial statements are the responsibility of the company’s 
management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted 
auditing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and signifi-- 
cant estimates made by management, as well as evaluating the overall finan- 
cial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all 
material respects, the financial position of the company as at December 27, 
2003 and December 28, 2002 and the results of its operations and its cash 
flows for the years then ended in accordance with Canadian generally 
accepted accounting principles. 


Duematrbeutferpirs LLé 
CHARTERED ACCOUNTANTS 


Mississauga, Ontario 


March 12, 2004 
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Consolidated Balance Sheets 
(in thousands of Canadian dollars) 


December 27, 2003 December 28,2002 
$ $ 
ASSETS 
Current assets 
Accounts receivable 8,916 14,462 
Income taxes recoverable 183 2 
Inventories (note 2) 13,304 Sorts) 
Merchandising supplies 1,465 1,046 
Prepaid expenses and other 1,167 1,446 
251035 32,469 
Property, plant and equipment (note 3) 24,748 25,293 
Investment in customer merchandising programs (note 4) 5,992 6,404 
Other assets 87 226 
Future income taxes (note 5) POS 2,400 
Goodwill 1,693 1,693 
59,568 68,485 
LIABILITIES 
Current liabilities 
Accounts payable and accrued liabilities 4,914 4,504 
Income taxes payable - | Ss 
Current portion of long-term debt (note 6) - 1,000 
4,914 6,836 
Long-term debt (note 6) 6,489 13,736 
Future income taxes (note 5) 4,265 3,865 
15,668 24,437 
SHAREHOLDERS’ EQUITY 
Share capital (note 7) 32,342 32,096 
Foreign currency translation adjustment (97) (97) 
Retained earnings 11,655 12,049 
43,900 44,048 
59,568 68,485 


Approved by the Board 


me BL 


James J. Patton, Vice Chairman, David M. Gee, Director 
Chief Executive Officer 
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Consolidated Statements of Operations and Retained Earnings 


(in thousands of Canadian dollars, except per share amounts) 


Year ended 
December 27, 2003 


Year ended 
December 28, 2002 


$ $ 
Sales 68,449 84,308 
Cost of goods sold 50,833 57,107 
Gross profit 17,616 27,201 
Administrative, selling and warehousing expenses (14,794) (16,596) 
Income before the undernoted 2,822 10,605 
Severance and termination payments (352) - 
Income from operations before the following items 2,470 10,605 
Foreign exchange loss (959) (222) 
Interest expense (448) (902) 
Income before income taxes 1,063 9,481 
Provision for income taxes (note 5) 1,457 3,888 
Net (loss) income for the year (394) 5,093 
Retained earnings - Beginning of year 12,049 6,456 
Retained earnings - End of year 11,655 12,049 
Net (loss) income per common share 
Basic (0.06) 0.88 
Diluted (0.06) 0.86 
Weighted average number of common shares outstanding 6,406,887 6,355,840 
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Consolidated Statements of Cash Flows 


(in thousands of Canadian dollars) 


Year ended Year ended 
December 27, 2003 December 28, 2002 
$ $ 
Cash provided by (used in) 
Operating activities 
Net (loss) income for the year (394) DOES} 
Items not affecting cash 
Amortization 7,319 TS 
Future income tax provision 400 2,198 
Write-off of other assets 139 - 
Unrealized foreign exchange loss 197 84 
Changes in non-cash operating working capital (note 8) 5,334 529 
12;995 WSS) 
Investing activities 
Additions to property, plant and equipment - net (3,142) (4,070) 
Investment in customer merchandising programs (2,896) (2,998) 
(6,038) (7,068) 
Financing activities 
Issuance of share capital 246 115 
Repayment of long-term debt (7,203) (8,696) 
Increase in other assets : (66) 
(6,957) (8,647) 


Decrease in cash during the year 


Cash - Beginning of year - 


Cash - End of year - - 
a eee Eee 
Supplementary information 

Income taxes paid 2,998 389 
Interest paid 394 966 
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Notes to Consolidated Financial Statements 


Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 
(in thousands of Canadian dollars, except per share amounts) 


Summary of significant accounting policies 
Basis of financial presentation 


The consolidated financial statements include the accounts of the com- 
pany and its wholly owned subsidiary companies: 
© Norwall Holdings, Inc., and 
e Patton Wallcoverings Inc., a wholly owned subsidiary 
of Norwall Holdings, Inc. 


The year-end of the company is the last Saturday in December. 


Use of estimates 


The preparation of financial statements in conformity with Canadian 
generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and 
liabilities and the disclosure of contingent assets and liabilities at the 
date of the financial statements and the amounts of revenues and expenses 
for the reporting period. Actual results could differ from those estimates. 


Inventories 


Finished goods inventories are valued at the lower of cost and net realiz- 
able value. Work-in-process, raw materials and supplies are valued at the 
lower of cost and replacement cost. Cost is determined on a first-in, 
first-out basis. 


Property, plant and equipment 


Property, plant and equipment are recorded at the lower of cost, less 
amortization, and net recoverable amount. Amortization is provided 
using the straight-line method to reflect the following estimated 
useful lives: 


Buildings and improvements 10 to 40 years 


Machinery and equipment 5 to 29 years 
Furniture and fixtures 5 to 8 years 
Computers 3 years 
Cylinder engraving costs 3 years 


Investment in customer merchandising programs 

Investment in customer merchandising programs is recorded at the lower 
of cost and net recoverable amount, and represents costs associated with 
providing point of sale material to retailers in the distribution business, 
which are amortized to cost of sales over the expected useful lives, gener- 
ally three to four years. 


Certain up front incentive payments to customers are deferred and 
amortized to cost of sales over a maximum of one year based on the 
expected sales volumes to be achieved. 


Deferred financing charges 
Costs of obtaining long-term financing are amortized over the terms of 


the related debt. 


Goodwill 


In 2002, the company adopted Section 3062 of The Canadian Institute 
of Chartered Accountants’ handbook entitled “Goodwill and Other 
Intangible Assets”. Under the new standard, the company no longer 
amortizes goodwill. Instead, goodwill is subject to an annual impairment 
test, or more frequently, if events or circumstances indicate goodwill may 
be impaired. An impairment charge is recognized when the estimated 
fair value of goodwill is lower than carrying amounts. No provision for 
impairment was required upon adoption of this new standard. 


Financial instruments 


Realized gains and losses on foreign exchange forward contracts that 
hedge anticipated revenues are included in income when the revenue is 
earned. Unless otherwise indicated, the fair values of financial instru- 
ments, such as accounts receivable, accounts payable and accrued liabili- 
ties and long-term debt, approximate their carrying values. 


Translation of foreign currencies 


All of the company’s United States subsidiaries are integrated foreign 
operations. Monetary assets and liabilities are translated into Canadian 
currency at year-end exchange rates. Non-monetary assets and liabilities 
are translated at historical exchange rates. The income statements of the 


Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 
(in thousands of Canadian dollars, except per share amounts) 


1 Summary of significant accounting policies (con't) 


integrated subsidiaries are translated at average exchange rates prevailing 
during the years. Exchange gains and losses arising from translation are 
included in the statements of operations. 

Foreign currency denominated monetary assets and liabilities of domes- 
tic operations are translated into Canadian currency at year-end 
exchange rates, and transactions included in income are translated at 
rates prevailing during the years. Exchange gains and losses on transac- 
tions are included in the statements of operations. 


Future income taxes 

The company uses the liability method of accounting for income taxes. 
Under the liability method, future income tax assets and liabilities are 
determined based on the’ differences between the financial reporting and 
tax bases of assets and liabilities and are measured using substantively 
enacted tax rates and laws that are expected to be in effect in the peri- 
ods in which the future tax assets or liabilities are expected to be realized 
or settled. A valuation allowance is provided to the extent that manage- 
ment believes it is more likely than not that future income tax assets will 
not be realized. 


Stock-based compensation 


The company has a stock-based compensation plan, which is described 
in note 7. No compensation expense is recognized for this plan when 


2 Inventories 
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stock or stock options are issued to employees. Any consideration paid 
by employees on exercise of stock options or purchase of stock is credited 
to share capital. If stock or stock options are repurchased from employ- 
ees, the excess of the consideration paid over the carrying amount of the 
stock or stock option cancelled is charged to retained earnings. 


Effective December 30, 2001, the company adopted the new recommen- 
dations of The Canadian Institute of Chartered Accountants for Stock- 
Based Compensation and Other Stock-Based Payments. The new recom- 
mendations require where fair value accounting has not been used to 
account for employee stock options, companies are required to disclose 
pro forma net income and earnings per share as if the fair value method 
had been used for options issued starting in fiscal 2002. As no options 
were granted during 2003 or 2002, no pro forma disclosures are provided. 


Earnings per share 

Basic earnings per share are calculated based on the weighted average 
number of common shares outstanding during the year. Diluted earnings 
per share are calculated using the treasury stock method. Diluted loss 
per common share for the year ended December 27, 2003 has been cal- 
culated using a denominator of 6,406,887 shares (year ended December 
28, 2002 - 6,504,141 shares), which includes the dilutive effect of all 


outstanding common share options described in note 7. 


December 27, 2003 December 28, 2002 

$ $ 

Finished goods 12,068 14,585 
Work-in-process 510 189 
Raw materials 726 741 
13,304 15,515 


ee 
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Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 
(in thousands of Canadian dollars, except on share amounts) 


3 Property, plant and equipment 


December 27, 2003 December 28, 2002 
$ $ 
Cost 

Land 3,788 3,788 
Buildings and improvements 7,604 TMS) 
Machinery and equipment 32,616 32,059 
Furniture and fixtures 1,448 1,017 
Cylinder engraving costs 6,254 4,226 
51,710 48,265 

Less: Accumulated amortization 
Buildings and improvements 3,423 PSS 
Machinery and equipment 19,003 17,614 
Furniture and fixtures 1,205 884 
Cylinder engraving costs Biol 1,701 
26,962 22,972 
24,748 25,293 


In 2003, after reviewing the estimated useful lives of its cylinder engravings, the company extended the useful lives from 18 months to 3 years and reclassified 
these assets to property, plant and equipment. Prior year comparatives have also been reclassified to conform to this presentation. This change in estimate 
resulted in a reduction in pre-tax expenses of $206 in fiscal 2003. 


4 Investment in customer merchandising programs 


2003 2002 

$ $ 

Opening balance 6,404 6,888 
Additions 2,896 2,998 
Amortization (3,308) (3,482) 


Ending balance 5,992 6,404 
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Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 
(in thousands of Canadian dollars, except per share amounts) 


5 Income taxes 


Income tax expense differs from the amounts, which would be obtained by applying the combined Canadian basic federal and provincial income tax rates, after 
the manufacturing and processing deduction, of approximately 34% (2002 - 33%) to income before income taxes. These differences result from the following: 


Year ended Year ended 
December 27, 2003 December 28, 2002 
$ $ 
Provision for income taxes based on Canadian federal and provincial combined statutory rates 361 3,128 
Valuation allowance reversal - (1,000) 
Foreign income and non-deductible foreign exchange 671 160 
Change in income tax rates 425 400 
Adjustments to prior tax filings and income tax reassessment - 1,200 
1,457 3,888 
Provision for income taxes 
Current 1,057 1,690 
Future 400 2,198 
1,457 3,888 
Significant components of the future income tax balances are as follows: 
December 27, 2003 December 28, 2002 
$ $ 
Future income tax asset - U.S. operations 
Operating tax losses carried forward expiring starting in 2011 3,000 sy a}510) 
Investment in customer merchandising programs (1,800) (2,100) 
Other temporary differences 813 1,150 
2,013 2,400 
December 27, 2003 December 28, 2002 
$ $ 
Future income tax liabilities - Canadian operations 
Depreciable property, plant and equipment 4,033 3,799 
Other temporary differences 232 66 
4,265 3,865 
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Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 
(in thousands of Canadian dollars, except on share amounts) 


6 Long-term debt 
December 27, 2003 December 28, 2002 
$ $ 


Bank revolving loan secured by inventories and accounts receivable, bearing interest 
at prime rate per annum (2002 - Canadian prime plus 0.75% per annum) or U.S. prime 


rate less 1/2% on U.S. dollar borrowings (2002 - U.S. prime) 6,489 10,320 

Bank term loans secured on all assets, bearing interest at prime rate plus 1% per annum - 4,416 
6,489 14,736 

Less: Portion due within one year - 1,000 
6,489 13,736 


On April 10, 2003, the company signed a three-year operating loan agreement, which replaced the existing operating loan agreement with a former lender. 
Under the new agreement, interest is charged on Canadian dollar denominated debt at the prime rate and on U.S. dollar denominated debt at prime less 1/2 
of 1%, decreasing to prime less 3/4 of 1% for years two and three of the agreement, subject to meeting certain financial covenants. The company has classified 
the bank debt as long-term debt at December 27, 2003 based upon the terms of the agreement. As of December 27, 2003, the company has $4,264 of U.S. 


dollar denominated debt outstanding. 


7 Share capital 
Authorized 


Unlimited number of Class A, non-voting, preference shares, redeemable and retractable at an amount of 
$1,000 per share with a non-cumulative annual dividend of up to $80 per share 


Unlimited number of Class B, non-voting, preference shares, redeemable and retractable at an amount of 
$100 per share with a non-cumulative annual dividend of up to $8 per share 


Unlimited number of Class C, voting, preference shares, redeemable at an amount of $1 per share 


(S 


nlimited number of common shares 
Issued 
December 27, 2003 December 28, 2002 


$ $ 
6,489,936 (2002 - 6,386,936) common shares 32,342 32,096 
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Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 


(in thousands of Canadian dollars, except per share amounts) 


7 Share capital (con't) 


The company has a fixed stock option plan. Options are granted to certain employees at the discretion of the Board of Directors and a maximum of 254,000 
(2002 - 254,000) shares have been reserved for future issuance under the plan excluding common share options outstanding at the end of the year. The exer- 
cise price of each option equals the market price of the company’s stock on the date of grant and an option’s maximum term is ten years. Generally, options 
vest in the year they are granted. 


The following table summarizes the activity over the past two years for options issued to date: 


Year ended Year ended 

December 27, 2003 December 28, 2002 

Weighted Weighted 

average average 

exercise exercise 

Shares price Shares price 

$ $ 

Number of common share options outstanding - Beginning of year 176,000 2.43 226,000 2.40 
Common share options exercised (103,000) 2.39 (50,000) 2.29 
Number of common share options outstanding - End of year 73,000 2.48 176,000 2.43 


The following table summarizes information about stock options outstanding at December 27, 2003: 


Weighted Number 

average outstanding and 

Exercise remaining exercisable at 

price contractual life December 27, 2003 
$ 

1.60 4.5 years 15,000 

2200) 4.5 years 10,000 

2.85 5.5 years 48,000 

73,000 


Deena ££ + + RRR 


Page 19 | NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 
(in thousands of Canadian dollars, except on share amounts) 


8 Changes in non-cash operating working capital US$1.4414. At December 27, 2003, the company would have received 
Venrended Vear ended $1,381 on the termination of these contracts. (2002 - the company would 
December 27, 2003 December 28, 2002 have received $147 to terminate its foreign exchange forward contracts.) 
$ $ 
Accounts receivable 3,906 243 10 Related party transactions 
Income taxes recoverable (183) - At December Die 2003, an officer, who is also a director, Owns 20.5% 
Inventories 2,369 367 (2002 - 20.8%) of the issued and outstanding common shares. 
Merchandising supplies (419) 893 
Prepaid expenses and other 279 (571) The company entered into the following transactions with a director or 
Accounts payable and companies under his control. These transactions were recorded at 
accrued liabilities 714 (1,704) exchange amounts which is the consideration agreed to by the parties: 
Income taxes payable (332) 1,301 Vearended Voutondad 
5,334 529 December 27, 2003 December 28, 2002 


During the year, the company acquired $324,000 in cylinder engravings : $ 
and $158,000 in inventory in exchange for the settlement of a trade Rental of buildings 415 463 
account receivable. 


11 Contingent liabilities and commitments 


9 Financial instruments The company is a defendant with respect to certain legal and other 
The company is subject to foreign exchange exposures arising from its actions. The company’s management and solicitors are vigorously 
foreign currency denominated sales, which are primarily in U.S. dollars. defending these actions. Management believes that there will be no 
The company manages this risk by buying foreign exchange forward material liability in connection with these actions. 
contracts. At December 27, 2003, foreign exchange forward contracts At December 27, 2003, the company had a commitment under an oper- 
with expiry dates through to June 2004 were outstanding for the sale of ating lease, which requires minimum rental payments of $414 in 2004. 


US$11,000 (2002 - US$22,500) at an average rate of CAN$1.00 = 
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Notes to Consolidated Financial Statements 
December 27, 2003 and December 28, 2002 
(in thousands of Canadian dollars, except per share amounts) 


12 


13 


Segmented information 
Management operates the company as an integrated entity with one operating segment. Geographic information is outlined below: 


Income (loss) 


from Property, 

operations plant and Additions to 
before the equipment property, 
following and plant and 
Sales Amortization items goodwill equipment 
$ $ $ $ $ 

Year ended December 27, 2003 
Canada 42,583 4,294 3,905 24,458 2,976 
United States 38,605 3,025 (869) 1,983 166 
Intercompany eliminations (12,739) - (566) - Z 
68,449 7,319 2,470 26,441 3,142 

Year ended December 28, 2002 
Canada 51,475 4,178 6,568 OD 3,982 
United States 50,054 BAI33 4,407 1,961 88 
Intercompany eliminations (E221) - (370) - 2 
84,308 (ol 10,605 26,986 4,070 


For the year ended December 27, 2003, sales in the U.S. included products manufactured in the company’s Canadian plant amounting to $18,127 (2002 - 
$22,676). The Canadian operations include export sales of $24,940 and $25,571 for the years ended December 27, 2003 and December 28, 2002, respectively. 


The company’s sales to three major customers each accounted for approximately 15% of total sales in 2003 (2002 - three customers at 16%, 13% and 
10%, respectively). 


Comparative figures 


Certain comparative figures have been reclassified to conform with the current year’s financial statement presentation. 
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